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I. CHILE: KEY ECONOMIC INDICATORS 


Area: 292,298 sq. mi.; Population (June, 1985): 12,074,500 


1983 1984 1985 
Exch. Rate, Budget, Nat.Accts. 


Exchange Rate (Ch$/US$)(1) 
Exchange Rate (2) 
Pub.Sect. Deficit as % of GDP 
GOP (billion US$) 

Real GDP Growth % 
Industrial Growth % 
Agricultural Growth 7% 
Fishing Growth % 
Construction Growth % 
Mining Growth % 

Commerce Growth % 

Copper Production (000 MT) 
Nominal Copper Price 

(U.S. cents/Ib.) (2) 


MNOwWOOUOW——woN 


Ww 


Employment, Wages, Inflation 


Govt. Work Programs as % of 
Labor Force (1) 

Nat.Unemployment % (1) 

Real Wages % change (1) 

Consumer Prices % change (1) 

Wholesale Prices % change (1) 


Money and Interest Rate 


Real Ml % Growth (1) 
Real M2 % Growth (1) 
Real 30-90 Day Annual Lending % Rate (2) 
Real 90-365 Day Annual Lending % Rate (2) 


External Accounts (million US$) 


FOB Merchandise Trade Balance 1,009 759 
FOB Merch. Exports 3,827 3,722 
--U.S. % Share 28. ; 23. 
FOB Copper Exports 1,871 1,728 
FOB Merch. Imports 2,818 2,963 
--U.S. % Share (3) Ze ; 21. 
Non-financial Services Balance -47] -268 
Financial Services Balance -1,703 -1,819 
Current Account Balance -1,073 1,315 
Net Foreign Investment 132 66 
Capital Account Balance 488 1,355 
Balance of Payments -54) -99 
Central Bank Reserve Holdings (1) 2,023 1,867 
Central Bank Net Reserves (1) 1,223 1,115 
Total Foreign Debt (1) 17,431 18,877 19,585 


(1) End of period values. (3) CIF Against CIF Total. 
(2) Period Average. (4) Declines due to exchange rate movements. 





II. OVERVIEW AND PROSPECTS 


Chile's heavy dependence on depressed copper export receipts, plus a high 
external debt load, have not allowed the country to benefit as much as might 
be expected from its sound economic policies. Following a period of austerity 
and uncertainty in the first half of 1985 as the Chilean Government negotiated 
a series of external debt agreements with multilateral, bilateral and private 
creditors, the stability and new money provided by these agreements stimulated 
economic activity in the fourth quarter of the year. For the year as a whole, 
growth equalled 2.3 percent. Chile's success in maintaining orderly servicing 
of its large external debt, plus rational macroeconomic policies, will allow 
for continued moderate economic growth in 1986. Growth of at least 3 percent 
appears likely, and a higher rate is possible. Oi] price declines improve the 
short-term outlook. Nonetheless, declining but still high unemployment 


continues to create socioeconomic problems, as does a high level of internal 
debt. 


Government policies seek a high real exchange rate, greater exports, more 
foreign investment, open international trade, larger domestic savings and 
investment, and increased private sector activity. Public sector deficits are 
under control, and inflation remains moderate (26.4% in 1985). State firms 
strive for efficiency. Although major efforts are being made to privatize a 
number of state enterprises, the Government will continue to control, directly 
or indirectly, a large percentage of the economy. All foreign debt interest 
payments guaranteed by the Government are met on time. 


Chile complied fully through the end of 1985 with the targets under a 
three-year IMF Extended Fund Facility that took effect in August. This 
excellent performance followed a good record under a 1983-85 IMF Program. 
Among other things, the IMF targets monitor net credit creation by the Central 
Bank, net indebtedness of the non-financial public sector, Central Bank net 
reserves and short- and longer-term public debt. Non-binding targets include 
a steadily declining inflation rate. The IMF Agreement provides needed 
reserve maintenance through total credits of 750 million Special Drawing 
Rights. The first disbursement of the $1,085 million 1985-86 commercial bank 
new money package took place in December. A $250 million World Bank 
Structural Adjustment Loan (SAL) took effect in October. Under the SAL, Chile 
will try to accelerate exports and domestic savings to permit more economic 
growth and employment while maintaining orderly external debt servicing. The 
SAL also seeks resolution of the large domestic debt load. Through an 
agreement reached in June 1985, private creditors and the Government wil] 
reschedule payments originally due in 1985-87. 


The success of the Government's medium-term structural adjustment program 
depends in part on external factors outside of the country's control, such as 
international interest rates and world commodity prices. More importantly, 
however, the country must diversify and increase exports, and boost domestic 
savings and investment. Foreign credits will remain scarce for years to 
come. Although some areas of uncertainty remain, including concern in foreign 
and Chilean business sectors about the lack of clear plans for the transition 
to democracy scheduled for 1989, the Government appears commited to sensible 
medium-term economic policies. Continuation of these policies, accompanied by 
progress in the political area, will be essential to achieving moderate growth 
over the coming years with medium inflation and gradually declining 
unemployment. 
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III. ECONOMIC DEVELOPMENTS AND GROSS DOMESTIC PRODUCT (GDP) 


Following stagnant economic performance in the second and third quarters 
of 1985, economic activity accelerated enough in the fourth quarter to bring 
growth for the year to 2.3 percent. After the debt restructuring and new 
money agreement with private creditor banks at the end of June, the Central 
Bank gradually eased monetary policy to help stimulate domestic growth. An 
export-led recovery in industry during the second half of the year which, 
reflected a lag in the beneficial effects of previous devaluations. 
Agriculture and corstruction led all sectors in growth for the whole vear. 
Ongoing public sector investment, strong private residential building, and 
reconstruction efforts after the major earthquake in March boosted 
construction. Tight fiscal and monetary policies held down the industrial 
sector through the first three quarters of the year, and lower total imports 
dampened commerce's growth. The overall economic recovery that began in the 
fourth quarter, especially in industry, will carry over to 1986 and lead to 
higher growth for the year. Other positive factors for 1986 include the 
Government's efforts in the second half of 1985 to recapitalize, stabilize, 
and privatize ailing banks and firms under temporary state control 
(intervention), further monetary easing starting in December, international 
oil price declines, and improved private sector expectations. World Bank and 
IDB industrial restructuring loans will also help revive some viable firms 
which make money on an operational basis, but lose money overall due to debt 
servicing. An expected increase in 1986 non-oil imports will boost growth in 
commerce, which accounts for 17 percent of GDP. Utilities, transportation, 
and mining should also pick up in 1986. Agriculture and construction will 
continue good growth this year, although expansion in the latter sector should 
tail off by the end of the year. Services will remain stagnant, reflecting 
the economy's gradual structural shift to export-led growth. 


Manufacturing, which accounts for 20 percent of GDP, went from a 9.8 
percent expansion in 1984 to only 1 percent growth in 1985. Reduced consumer 
demand and higher domestic interest rates hindered growth through the first 
three quarters of the year. Gradually eased monetary policy and lagging 
benefits of peso devaluations helped industry recover in the fourth quarter. 
Previous devaluations now make it feasible to manufacture locally many 
consumer items. Processing of fish, fruits, vegetables and wood will lead 
manufacturing growth for years to come. Assuming the necessary large 
investment funds can be found for new plant processing capability, Chile's 
large comparative advantage in tree growth could allow wood products to rival 


copper as the country's leading export by the end of the century. The World 
Bank will help in this effort. 


Agriculture continued to recover in 1985. Following a 7.1 percent 
expansion during 1984, the sector grew by 5.5 percent in 1985. Significant 
production increases in such main crops as wheat and oilseeds came about 
mainly due to minimum import price support mechanisms. Fresh fruit and 
vegetable production also increased as new planted areas reached maturity. 
Despite larger milk output, the livestock sub-sector, which accounts for about 
35 percent of total agricultural activity, remained stagnant due mainly to 
depressed purchases of meat. Lower import needs of wheat, vegetable oils, dry 
milk, and sugar, and expanded exports of fruits and vegetables significantly 
improved Chile's agricultural trade balance (not including forestry products) 
in 1985. In 1985, fresh fruit (mainly grapes) replaced copper as the leading 
Chilean export item to the U.S. Total agricultural exports amounted 
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to $523 million, up 20 percent from 1984. Increased domestic output caused 
total imports to drop 43 percent to $264 million, compared with $463 million 
in 1984. As a result, the agricultural trade balance for 1985 ended with a 
surplus of $199 million, the first in many years. Growth in the sector will 
remain high in 1986. The Fishing sector grew by 6 percent in 1985, versus a 
strong 11.5 percent rise in 1984. Chile remains the third-largest fishing 


nation, and exports large quantities of fish meal and increasing amounts of 
human consumption products. 


Copper dominates the mining sector, which grew by 1.8 percent in 1985. 
Chile produces and exports more copper than any other country. Shipments of 
the red metal accounted for 46.4 percent of Chile's export earnings in 1985, 
up from 43.9 percent in 1984, and provided a substantial share of fiscal 
revenues. Copper production increased 5 percent during 1985 compared with 
1984, due primarily to completion of investment projects at two 
privately-owned mines. The state firm CODELCO, which accounts for about 80 
percent of Chilean copper production, plans to invest roughly $400 million 
annually over the next five years to maintain production levels in the face of 
declining ore grades. Possible investment by private foreign investors for 
the La Escondida ($1.1 billion) high ore grade copper project is nearing 
agreement. The private Cerro Colorado ($250 million) copper project was put 
on hold in late 1985. The State holding company CORFO signed contracts with a 
private Chilean company and AMAX (U.S.) in January, 1986, for a $200 million 
mixed-salts project in the Salar de Atacama. Production may begin by 1990. 
Domestic crude petroleum output fell 9 percent during 1985 due to well 
depletion. Nonetheless, ENAP, the state oil producer, explores actively in 
various zones of the country. Domestic petroleum production equals less than 
half of total national consumption. ENAP will supply gas to a $300 million 
Signal Companies (U.S.) methanol project which began construction in early 
1986, as well as a planned $400 million ammonia/urea project near Punta 
Arenas. The two projects could go on stream by 1988 and 1989, respectively. 
Domestic coal production increased 4.5 percent during 1985, reflecting ongoing 
conversion of petroleum-fired electrical generators to coal. Following the 
mid-1985 completion of the 490 megawatt first stage of the ColbUn-Machicura 
hydroelectric project, other large projects under construction or study wil] 
take advantage of the country's abundant hydroelectric potential. In 1984, 
petroleum met 43 percent of national energy needs, natural gas 13, coal 14 and 
hydroelectricity 9 percent. 


IV. FISCAL POLICY 


Chilean public sector finances are under control. Tax collection 
procedures work well, and expenditures are carefully monitored. The 
non-financial public sector deficit (net indebtness of the Government plus 
non-financial public enterprises) as a percentage of GDP fell to 3.1 percent 
in 1985 from a level of 4.4 percent in 1984. The 1985 result came in well 
under the 3.5 percent IMF target for the year. Total damages from the March 3 
earthquake equalled about 5 percent of 1985's GDP. Public reconstruction 
efforts in 1985 cost approximately 0.5 percent of GDP. Public sector 
investment rose to 7.1 percent of GDP in 1985 compared with 6.2 percent in 
1984. Current expenditures fell from 30.7 percent of GDP in 1984 to 29.8 
percent in 1985. These trends confirm the Government's intention to hold down 
current consumption while raising investment. The lower overall spending in 
1985 compared with 1984 helped dampen short-term economic growth, but 
prevented international reserve losses and greater inflation, helped reduce 
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domestic interest rates, and lessened the crowding out of private investment. 
Government policies that require state firms to seek profits reduce the public 
sector deficit. For 1986, the Government and the IMF recently agreed on a 
fiscal deficit target of 2.3 percent of GDP, up from the original target of 
1.8 percent in the draft IMF program. Planned public sector earthquake 
reconstruction efforts in 1986 equal to 0.5 percent of GDP help explain the 
rise in the target. As a part of the lower spending in 1986 compared with 
1985, the Government will push 1986 current expenditures down to 27.0 percent 
of GDP, and boost investment to 7.6 percent. Original Government projections 
set current income at 27.4 percent of the GDP in 1986, down from 28.5 percent 
in 1985 due to lower import tariff receipts (the uniform tariff level fell 2 
times in the first half of 1985), and the continued gradual implementation of 
cuts under the 1984 tax reform package which was designed to boost private 
savings and investment. Since the original income projection, subsequent oi] 
price declines will lead to even lower import tariff receipts and less taxes 
from the state oil firm. Nonetheless, greater tax receipts from other firms 
due to faster economic growth generated by the oil price cuts will help offset 
the new revenue declines. Over the medium-term, domestic savings will play 
the key role in determining economic growth since private foreign lenders will 
reduce their relative exposure in Chile. Domestic savings rose to 5.4 percent 
of GDP in 1985 compared to 2.9 percent in 1984. Public sector savings 
equalled 3.4 percent in 1985, up from 0.6 percent in 1984. After discounting 
net factor payments abroad, the Government projects 1990 domestic savings at 
19.2 percent of GDP. Much greater private and public sector efforts are 
needed to achieve such an unprecedented level. Under the SAL, the World Bank 
will monitor the coordination and composition of Government expenditures, and 
seek improved expenditure smoothness and efficiency. The Government's 
obligation to finance old public pension funds which have lost most 
contributors as workers shift to the booming private pension funds (AFPs) will 
keep heavy pressure on fiscal spending over the long-term. Sales to private 
investors and the AFPs of significant minority or majority positions in some 
state firms began in the second half of 1985. Workers in these firms receive 
incentives to buy the shares. These sales will increase public sector 
revenues, encourage greater private sector participation in the economy and 
provide another outlet for the massive funds accumulating in the AFPs. 

Partial private sector ownership will also encourage continued rational 
management of the state firms in future years. 


V. MONETARY POLICY 


Based on the stability provided by the external debt agreement in June of 
1985, monetary policy eased in the second half of the year. High domestic 
interest rates in the first half of 1985, which exceeded 1984 levels, fell in 
the second half as a result. Interest rates are generally market determined 
and remain at positive real levels. Nonetheless, the Central Bank influences 
rates through a suggested 30-day deposit rate and other devices. Strong 
monetary growth in December, 1985, and January, 1986, while remaining within 
the limits of the IMF Programs, will boost economic growth in 1986. Local 
dollar deposits increased sharply in 1985, helping to raise M2. At the start 
of 1986, the Central Bank established mechanisms for a private futures foreign 
exchange market, which broadens the financial system's activities while 
providing a hedge against future devaluations. 


A financial crisis caused in part by the 1982 recession led to state 
intervention of five private banks in January, 1983. Other domestic banks had 
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serious problems as well. Over the past 3 years, various Government programs, 
including two global domestic debt renegotiations, special credit lines and 
Central Bank purchases of overdue private bank loan portfolio of up to 2.5 
times a bank's capital and reserves, strengthened most banks. A “popular 
capitalism" scheme to recapitalize and privatize intervened banks through the 
sale of shares derived from the conversion of Central Bank emergency loans 
began in mid-1985. Under current plans, the state will not hold more than 49 
percent of the new total of capital and reserves and all state shares will be 
sold or given to the private sector within 5 years. In September, the 
Government passed a law to allow domestic banks to restructure the liabilities 
of heavily-indebted local productive companies and to capitalize debts in some 
cases. Various incentives were provided. These actions will renew lending to 
some viable firms and help resolve ownership questions. In December, despite 
pleas from some sectors for global help, the Goverment instituted a 
case-by-case approach for the resolution of small problem debtors. The 
approach jibes with the IMF and World Bank requirements for no further global 
reprogrammings or subsidies in order to channel limited credit to the most 
dynamic export and import-substitution firms. For 1985 as a whole, the 
financial system made a profit, in large part due to the sale by intervened 
banks of overdue portfolio to the Central Bank. New banking legislation now 
under debate will significantly increase the Government's supervisory powers, 
especially regarding recapitalizations. In February of this year, the 
Government announced the merger of two intervened banks, the planned sale to 
private groups of two other intervened banks, and the liquidation of two smal] 
finance companies. The liquidations were the first overt intervention in the 
system by the Government since January, 1983. Share sales will continue under 
the "popular capitalism" scheme in order to return Banco de Chile and Banco de 
Santiago, the largest and third-largest banks in the country, to the private 
sector. Sale results to date are good due to financial and tax incentives. 
Adequate recapitalization of these two banks could be completed through 
further sales later this year. By the end of 1986, the Government hopes to 
finish correcting the major structural weaknesses in the entire system. Many 
observers believe that a partial shake out of the heavily-competitive 
financial system still needs to occur to allow for acceptable profit margins. 
Weaker non-intervened banks may eventually be merged or sold. Over the longer 
term, much financial system income will have to be used to buy back overdue 
portfolio sold to the Central Bank or to establish greater capital and 
reserves. 


The special financial programs of the Central Bank described above, plus a 
preferential exchange rate for dollar debts contracted before August, 1982 and 
an interest subsidy system to attract dollar swaps and deposits, cause 
considerable operational losses for the Central Bank. In June 1985, the 
Government announced the gradual phase-out by the end of 1986 of the 
preferential exchange rate for large debtors, and of dollar swap and deposit 
subsidies by early 1987. The joint phase out will increase monetary policy 
flexibility, and help reduce annual Central Bank operational losses from 4 
percent of GDP in 1984 and 2.5 percent in 1985 to almost 0 in 1986. To 
recapitalize the Central Bank, the Government Treasury has lent large amounts 
of very long-term notes at negligible interest rates. 


VI. EMPLOYMENT, INFLATION AND WAGES 


The combination of unemployed workers and those in low-wage Government 
work programs as a percentage of the labor force declined to 19 percent at the 
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end of 1985, down from 23.7 percent of the end of 1984 and much higher levels 
in earlier years. Despite this decline, high unemployment and underemployment 
still create serious socioeconomic problems and feed political unrest. The 
number of employed persons increased by 8.2 percent in 1985, versus a labor 
force increase of 5.8 percent. Annual population growth equalled 1.7 

percent. Open unemployment declined to 11.9 percent at the end of 1985, 
compared with 14 percent a year earlier. Seasonal and long-term hirings in 
agriculture and commerce, plus significant long-term hirings in industry, led 
to a large employment gain in the fourth quarter of the year. This employment 
increase came about even though workers in the two Government work programs 
declined to 7.1 percent of the labor force at the end of 1985, versus 9.7 
percent a year earlier. With expected moderate economic growth in 1986, 
unemployment and underemployment will decline further for the year as a whole, 
although the rates could edge up temporarily during the winter. Over the 
long-term, the shift to labor-intensive export activities in fruits, 
vegetables, forestry, and some manufactured consumer goods could lead to 
further unemployment declines. In addition, the high real peso/dollar 
exchange rate and the non-indexation of wages to inflation will encourage 
labor intensive techniques. 


The Consumer Price Index rose by 26.4 percent in 1985, despite a 17 
percent spurt in the first half of the year. Tighter fiscal and monetary 
policies starting late in the first quarter brought the inflation rate under 
control in the second half of the year. For 1986, a rate of about 20 percent 
appears likely, barring a major devaluation. Recent oil price cuts lessen the 
chances for such a devaluation in the short term. Following 3 years of 
declines, real wages fell slightly by 0.2 percent through the first 11 months 
of 1985. Government-decreed public sector and minimum wage increases (which 
were less than past inflation) in December probably were enough to allow no 
loss or a slight real wage growth for the year as a whole. The Government 
does not determine private sector wages except for the minimum wage. For 
1986, a slight overall real wage increase should occur. 


VII. EXTERNAL SECTOR 


Government Policy: Chile's external debt of $19.6 billion of the end of 
1985 exceeded the $16.1 billion GDP recorded in that year. The large debt 
servicing burden constrains economic growth. Even after the restructuring of 
principal payments owed to private bank lenders, total external debt servicing 
in 1985 equalled $2.5 billion. This amount included interest payments of 
approximately $2.0 billion and non-rescheduled amortization payments of about 
$500 million to mostly non-private bank lenders. These combined payments 
equalled 52 percent of Chile's exports of goods and non-factor services, down 
from 59 percent in 1984. To get out from under this servicing burden, exports 
and efficient import-substitution activities must increase. Through various 
forms of devaluation, the real peso/dollar exchange rate rose by 15.8 percent 
in 1984 and 20 percent in 1985. The current real exchange rate is near the 
highest level in over 10 years. In the second half of 1985, the Government 
implemented a series of tax, banking, administrative and fiscal payment 
incentives to promote exports, including a 10 percent drawback for items with 
small export value. The measures will help diversify and augment the 
country's exports. Other export promotion measures are pending. Chile's 
trade policy remains among the most liberal in Latin America, despite 
continual deterioration in its terms of trade. From 1981 to 1985, Chile's 
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terms of trade declined by 31.2 percent, the second-worst fall of any country 
in the region. Chile's three-tier exchange rate system includes preferential, 
official and parallel rates. In addition to intermittent maxi- or 
midi-devaluations, the Government devalues the official exchange rate through 
a crawling peg system. The system devalues the official exchange rate daily 
on a pro rata basis, in accordance with the previous month's internal rate of 
inflation, minus external inflation usually set at 0.3 to 0.4 percent per 
month. Following months of high internal inflation, however, the Government 
occasionally discounts a higher external inflation figure, which amounts to a 
small revaluation of the peso. The decline of the dollar, to which the peso 
is tied, against major currencies since March of last year has also devalued 
the peso against non-dollar currencies. Competition from dollar-denominated 
imports will hotd down any inflationary effect of this partial devaluation. 
At the end of February of this year, the official exchange rate equalled 185 
pesos to the dollar, and the parallel rate just above 200, where it has 
remained steady for the past few months since peaking at 214 last September. 


Current Account: The FOB trade surplus increased sharply to $759 million 
in 1985, compared with a disappointing result of $293 million in 1984. More 
significantly, the trade surplus in the second half of 1985 spurted to $35] 
million, compared with a deficit of $99 million for the same period in 1984. 
Despite the improvement in 1985, larger trade surpluses are needed to service 
the country's external debt burden without resort to new private bank 
borrowings. Export value increased by 2 percent in 1985, and imports declined 
by 11.7 percent. The large anticipatory import stockbuilding in 1984 due to 
uncertanties about Government tariff and exchange rate policies allowed 
economic growth in 1985 despite the import fall. Greater domestic production 
of food crops and soft oil prices caused most of the 1985 import decline. 
Consumer good imports fell by 29.3 percent (the food component by 43 percent 
alone), intermediate goods declined by 9.6 percent, and capital goods rose by 
7.2 percent. This distribution of imports will aid future economic growth. 
Average prices for non-copper exports in 1985 fell by 11 percent, more than 
offsetting a 9 percent volume growth for these exports. Copper prices 
averaged 64.3 cents per pound in 1985, up slightly from the 62.4 cents level 
in 1984. Every one cent change in the average annual price causes a 
fluctuation of $27 million in yearly export receipts. Mining export value in 
1985 grew by 4.9 percent (copper up by 7.7 percent), agricultural and fish 
export receipts rose by 15 percent and industrial exports fell by 7.2 percent. 


For 1986, the Government originally projected a 7.8 percent export value 
growth, and a 7.2 percent rise in import payments (with oil import prices set 
at $26 FOB per barrel). The export estimate includes an average copper price 
of 68 cents per pound. Through February, the 1986 price averaged 64.1 cents. 
Possible greater world economic growth as a result of lower oil prices could 
give copper prices some support. Even with a possible small shortfall in the 
average copper price, moderate volume increases and possible small price 
increases for other exports should allow sufficient export value growth to 
reach the 1986 target. Over the longer term, armaments exports will grow 
significantly. The projection for greater imports in 1986 appears compatible 
with a GDP growth of at least 3 percent. Recent oil price declines will lower 
import growth in 1986 from the original Government projection. Depending on 
how much local oil production declines in 1986, plus how much domestic 
consumption grows as a result of higher economic growth, every $1 dollar per 
barrel less in the average import cost will save $16-18 million. Over the 
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longer term, Chile must increase proven domestic oi] reserves, which now equal 


only 6 times the yearly production rate, in order to prevent higher oil import 
volume. 


Looking at other items in the current account, reinsurance inflows after 
the March earthquake, lower freight and insurance costs, lower-than-expected 
international interest rates and other concessions by private foreign lenders 
led to a $1,315 million current account deficit overall, compared with a 
deficit of $2,060 million in 1984. For 1986, with a significant boost in the 
trade surplus to over $900 million due largely to the oil price decline, the 
current account deficit should decline to about $1.2 billion. The Government 
projects external debt interest payments in 1986 at average base rates of 9.5 
percent for U.S. prime and 8.3 percent for 180-day LIBOR, which are close to 
present levels. Every 1 percent change in average annual interest rates means 
a difference of about $170 million in Chile's interest payments. External 
debt retirement through the purchase of discounted foreign debt notes, debt to 
equity capitalizations for private corporate firms without a state guarantee 
and other means will reduce future interest payments. 


Capital Account: The December inflow of $714 million from private foreign 
banks, plus the $125 million first installment in November under the SAL, led 
to a capital account surplus of $1,355 million in 1985. Chile's total foreign 
debt, including short-term loans but not IMF credits, equalled $19,585 million 
at the end of 1985, up 3.8 percent from the end of 1984. The 1985 result was 
the fifth-highest absolute amount in Latin America and the fourth-highest per 
capita level. U.S. commercial banks accounted for about $7.1 billion of the 
total debt load. The IDB, which contracted $1,356 million in new loans to 
Chile during 1983-1985, the largest amount for any country, continues to 
maintain high lending. IDB contractions in 1985 alone equalled $516 million. 
In addition to the SAL, the World Bank rapidly accelerated its lending to 
Chile starting at the end of 1984. By borrowing mainly from multilateral 
agencies, the country will improve its debt servicing position due to longer 
terms and lower interest rates than those offered by commercial banks. Total 


net capital inflows for 1985 will approximate $1.3 billion, which will offset 
the current account deficit. 


Balance of Payments Result: According to the Central Bank definition, the 
overall 1985 balance of payments was in deficit by $99 million. A $155 
million decline in short-term drawings during 1985 from the Bank for 
International Settlements (BIS) accounted for all of this decline, plus much 
of the $189 million fall in Central Bank reserve holdings. Nevertheless, 
under the IMF balance of payments definition, the short-term BIS lines do not 
count as capital account flows. Thus, the 1985 balance of payments was 
actually in slight surplus and Central Bank net international reserves 
increased marginally by $4 million, fulfilling the IMF target of no reserve 
loss. By June, 1986, the Central Bank intends to terminate the $325 million 
in BIS lines outstanding at the end of 1985. The IMF net reserve growth 


target for 1986 is $15 million. With oi] price declines, the Central Bank has 
a cushion to achieve the reserve target. 


New Debt: Chile needs new foreign credits to grow. At the same time, it 
must limit new external debt for years to come. All private foreign banks 
want to reduce balance of payments lending in the future. The 1985-1987 
external debt restructuring agreement provides Chile with some breathing space 
in which to continue restructuring its economy in order to generate the 
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exports needed to service its large external debt. The country's major 
efforts over the past few years to boost exports must be intensified and 
broadened. The restructuring agreement does not solve Chile's external debt 
problem. Almost certainly, private bank principal payments due after 1987 
will have to be postponed in new negotiations. Chile's challenge is to 
generate a big-enough trade surplus to avoid asking for large amounts of new 
money from private banks in 1987 and later. If oil price declines stick, 
possible new money needs in 1987 will be lessened. 


VIII. COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


Chile enjoys a high level of human and natural resources, and maintains 
attractive foreign investment rules. An educated work force and a good 
infrastructure complement abundant natural resources. Foreign investors 
receive non-discriminatory treatment. The Central Bank promptly meets 
requests for capital repatriation and profit remittances. Legislative changes 
in late 1985 improved the country's already-attractive foreign investment 
rules. Inter alia, the changes facilitate oil association contracts with the 
state petroleum firm, and allow major new export projects to establish 
offshore accounts as a depository for export receipts. Changes in 
telecommunications regulations which will help attract foreign investment are 
nearing completion. Contracts for investment insurance with the U.S. Overseas 
Private Investment Corporation (OPIC) increased rapidly in 1985. Since the 
February, 1984, initiation of OPIC insurance availability in Chile, active and 
standby coverage rose to roughly $300 million in 2 out of 3 categories, the 
highest levels in the world. Since 1974, the government has authorized about 
$7.6 billion in foreign investment, but only about $2.5 billion has actually 
flowed in. U.S. investors directly provided about half of the realized 
amount, plus a considerable percentage of the investment channeled through 
Caribbean corporations. Low mineral prices and consequent investment delays 
account for most of the large gap between the authorized and realized 
amounts. Despite attractive foreign investment regulations, net foreign 
investment in 1985 stagnated at the low level of $66 million. New Central 
Bank foreign exchange mechanisms which took effect in August, 1985, allow an 
overseas investor to buy some Chilean foreign debt notes at a big discount, 
and to register foreign investment with the Central Bank equal to the note's 
face value. In the last 5 months of 1985, $121 million in debt notes were 
converted for foreign investment. Over the medium term, the amount could 
increase considerably. Major foreign investment in the future will depend 
mainly on improved mineral prices and political stability. 


Chile remains among the most open markets in Latin America for both goods 
and services. Apart from a 120-day waiting period for the receipt of foreign 
exchange to pay for imports, the most significant barrier to merchandise trade 
is a uniform 20 percent import tariff. The Government places temporary 1-year 
countervailing duties of up to 15 percent on some imports that receive export 
subsidies from other countries. Government statements and actions indicate 
that the market will remain open. Imports from the U.S. in 1985 declined by 
12.5 percent to $654.6 million on a CIF basis, or 21.8 percent of total CIF 
imports. Despite the drop in U.S. export value, the 1985 market share nearly 
matched the result for 1984, reflecting the total import drop. U.S. exports 
of agricultural commodities, including the leading item of wheat, fell due to 
increased local production. The depreciation of the U.S. dollar against 
European and Japanese currencies since March of last year, which accelerated 
after the September intervention by G-5 countries, will increase U.S. exports 
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to Chile in the future. A number of proposed major mining, hydroelectric and 
wood projects could generate future export opportunities for U.S. engineering 
and supplier companies. 


The U.S. Foreign Commercial Service (USFCS) in Santiago conducts a broad 
trade promotion program to enhance the sale of U.S. goods. This year a 
special effort will be made to introduce U.S. suppliers of mining equipment to 
the Chilean market. The effort includes a Mining/Earthmoving Equipment 
Catalog Show programmed for April 24-25, a regional Mining Trade Mission in 
September, and a U.S. mining equipment exhibit within the U.S. pavillion at 
the Santiago International Trade Fair (FISA '86), one of the largest in the 
hemisphere. FISA will take place from October 29 through November 9. Other 
trade promotion events for 1986 include: 1) a Medical Instruments and 
Equipment Video/Catalog Exhibit and 2) a Sporting Goods and Recreational 
Equipment Trade Mission. Interested U.S. firms should contact USFCS in 
Santiago or their nearest Department of Commerce District Office. 


Best prospects for U.S. merchandise exports to Chile include: mining and 
earthmoving equipment, telecommunications gear, chemical products, food 
processing and packaging equipment, pulp and paper machinery, medical 
instruments, construction equipment, computers and peripheral items, 
automotive parts and accessories, and security devices. In addition, Chile 
remains open to nearly all service exports, where the U.S. enjoys a 
comparative advantage. 











